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Africa

Why Has Africa Failed?

Africa is the victim of its past. The problem lies partly in the geographical,
zoological, and agricultural factors that seem to have given Africans a built-in
disadvantage against Europeans, and partly in the more recent effects of
colonisation and its aftermath. When the Europeans withdrew, power was not
returned to the traditional chiefs and kings from whom it was taken by force, but

to rulers who believed in the superiority of western institutions. These modern



leaders were not interested in learning from their pre-colonial forefathers, feeling
that African history had little to teach the present and future generations. But
neither were they equipped to carry on the European style of governance. When
the Europeans withdrew, they took everything with them - their organisational,
financial, and other support, and sometimes even their bath plugs. The incoming
governing bodies were left to build a system from scratch, often without the
necessary expertise or support. The infrastructure supplied and maintained by

the colonialists, from roads to laws, degenerated.

Why Did Europe Colonise Africa — and not Vice Versa?

Crops and animals domesticated in one part of Africa have traditionally had great
difficulty in moving to other parts, principally because the main axis of Africa is
north-south, across different climatic zones. This is in contrast to Eurasia, where
crops and animals moved easily over thousands of miles, at the same latitudes,
sharing similar climates and day lengths.

Indigenous crops in Ethiopia and West Africa all originated north of the equator.
Southern Africa’s wild plants were not suitable for agriculture, and African domestic
animals, such as the African buffalo, zebra, and rhino, were unsuitable for
domestication, in contrast to the horse and cow in Europe. The slow passage, or
complete halt, of crops and livestock movement along Africa’s north-south axis had
major consequences. The Sahel crops, for example, brought by the Bantu from
north of the equator into Southern Africa, could not grow at the Cape itself, thereby
halting the advance of Bantu agriculture.

The reason Europe colonised Africa, rather than vice versa, no longer seems to
have been the result of differences between European and African people
themselves, as whites have sometimes assumed. Rather, it is related to accidents
of geography — in particular, to the continents’ different areas, axes, and wild plant
and animal species.

See Jared Diamond, Guns, Germs, and Steel, 1997.

Corruption and authoritarianism were widespread as newly independent
countries struggled to find their feet. Military rulers kept democracy at bay and
dealt brutally with those stepping out of line. The citizens, who had fought and
suffered for independence, were not expecting what they got: repression,
governments that couldn’t afford basic services, corruption, and a steady

deterioration of the conditions of daily life.



Meanwhile, leaders followed a variety of economic models, most of them

imported from the west or the communist bloc, and all of them misguided.

Decades after the end of colonial occupation, Africa still casts about for answers

to the questions of which way to go forward, and of how the continent can

harness its resources. Since independence, Africa has continued to rely on her

former colonial rulers and international financial institutions, such as the IMF and

the World Bank, for guidance on growth strategies.

In the past two decades, African
economic performance has been
worse than that of other regions. In
large parts of the continent, per
capita incomes have been falling.
During the 1980s, per capita GDP
declined by 1.3% per year, a full 5%
below the average for all low-
incorﬁe developing  countries.
During the 1990s, the situation has

worsened, both absolutely and
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relatively. In 1994, the decline in per capita GDP accelerated to 1.8% per year,

and the gap with the other low-income developing countries widened to 6.2%.

The capital-output ratio in Africa was lower in 1990 than in 1965. In 1965 it was

half that of East Asia, but by 1990 it was a mere quarter. Since 1979, capital per

worker has declined by nearly 20%.

Many factors - a general lack of true
democracy, poor educational
standards, tribal and ethnic conflicts -
contribute to Africa’s poor long-term
growth  performance. But a
statistically based study has identified
six factors as the most important

ones: protectionism and inward-

The African Shortfall
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looking policies; suppression of private enterprise; lack of clear rules; high taxes; low
savings rates; and adverse structural conditions, including inaccessibility to the sea
(15 of 53 countries are land-locked). These difficulties are compounded by the high
reliance on natural resource exports and by Africa’s anti-market orientation, which
is rooted in a fear that open trade and foreign capital pose a threat to national
sovereignty. As a result, most of Africa is in a largely self-imposed economic exile.
When ‘self sufficiency’ and ‘state leadership’ are guidelines for economic
development, potential donor governments and international financial institutions

respond by turning their backs.

A further problem has been the high level of armed conflict. Many of Africa’s
internal wars - in the Congo, Ethiopia, and Angola, for example - have resulted
directly from the cold war, or, as in Mozambique, were linked to attempts to maintain
South Africa’s apartheid regime. Others, as in Sudan, Rwanda, and Burundi, were the
result of deep ethnic divisions. More recently, in countries such as Liberia, Sierra
Leone, Somalia, and Zaire, the collapse of the state and the resulting absence of law
have led to growing pessimism over Africa’s powers of recovery. Meanwhile, tribal

wars continue to be waged over the main commodity, land.

Positive Signs

In spite of these difficulties, a small number of countries have recovered and grown
quickly. Botswana, for example, has built a successful economy, although some
doubts about long-term sustainability remain. Classified as one of the world’s 20
poorest countries at independence 30 years ago, the country is now a solid member
of the World Bank’s group of middle

Africa and Asia: GDP Growth . . . .
income countries, boasting Africa’s
B Africa fourth highest per capita GDP. A
F = T O Asia
diversified and carefully managed
mining sector is credited with driving

Forecast
nearly two decades of 8% growth.

success stories, while Uganda,

I Mauritius and Namibia are also

I

Mozambique, and Ghana appear to

be recovering after suffering hard



times. Over the last few years, Africa’s GDP growth, although still behind that of Asia,
has been catching up. The end of the cold war and the demise of apartheid have, to
a large extent, ended the conflict in Southern Africa. Mozambique and Namibia are
at peace, and in Angola the fighting is subsiding. Uiganda has recovered, to a degree,
from years of civil war, and, with the encouragement of an enlightened leadership,
democracy is beginning to emerge there. External efforts at peacekeeping are
declining, as, at least until very recently, the US and France have shown benign

disinterest in Africa. It is up to Africa to find a solution.

State of Transitions in Africa through 1994

Precluded Blocked Flawed Democratic
Liberia Angola Burkina Faso Benin
Sudan Burundi Cameroon Cape Verde
Chad Comores C.AR.
Ethiopia Cote d’'lvoire Congo
Guinea Djibouti Guinea-Bissau
Nigeria Equatorial Guinea Lesotho
Rwanda Gabon Madagascar
Sierra Leone Kenya Malawi
Somali Mauritania Mali
Tanzania Swaziland Mozambique
Uganda Togo Namibia
Zaire™ Zimbabwe Niger
Seychelles
South Africa
Zambia

In Liberia and the Sudan, civil war and other forms of popular armed resistance
precluded any kind of transition, or gave the rulers an excuse to harden their rule.
In the next category of countries, political reforms were launched but never fully
realised.

Transitions are described as ‘flawed’ where incumbent strongmen resisted them but
could not fully stop opposition demands for political reform. These politicians used
the power of incumbency to dictate the rules of the political game by manipulating
electoral laws, monopolising campaign resources, and interfering with the polls.
The results are evident in Cameroon, Gabon, Ghana, and Kenya, where dubious
elections returned the incumbent to power.

If we add the16 countries that experienced democratic transitions between 1990
and 1994 to the pre-existing African multi-party regimes, then 45% of African
countries can be said to have achieved minimal attributes of democracy by the end
of 1994. Conspicuously, however, democracy in Africa is restricted mainly to small
states. Out of 21 currently democratic regimes, nine had populations of fewer than
two million in 1989, and four had populations of fewer than one million. Only 25% of
Africans are living under democratic regimes.

*now the Democratic Republic of Congo

Source: Michael Bratton and Nicolas van de Walt, Regime Transitions in Comparative Perspective




Africa is emerging from years of chaos and is beginning to establish itself as
ready for a new start. In a sense, Africa is in year zero - its true transformation is
just beginning. It is up to each country in Africa and the combined countries of
regions in Africa to find solutions to their individual challenges that won’t

promote or foster more long-term dependency on outside aid.

Issues for the Scenarios
Africa is regarded by some as a continent of genocide, ethnic wars, drought,
poverty, and a fraying social fabric. Both scenarios address the issues facing
countries as they attempt to recover from this

negative legacy, to meet the challenges of

“Let me state clearly TINA, and to bring back into the political

and unequivocally that an system such people as the marginalised tribes

electoral victory by any military
in Rwanda, Somalia, Sudan, Sierra Leone,

candidate in the forthcoming

. . . . . . Democratic Republic of Congo, and Nigeria. In
presidential elections in Nigeria i & 8

would be unacceptable.” addition, many African countries face other

Susan Rice, US Assistant Secretary of State questions: identity (national, communal,

for African Affairs, March 1998 racial, and gender); accountability (sorting out

exclusive patronage networks); education; the
functioning of civil society and institutions;

and the narrowing of the rich-poor gap to create a strong middle class.

The New Game

In The New Game there are early successes as a new brand of leadership brings

liberalisation and democratisation to some countries in the Sub-Saharan region.
Leaders in Uganda, South Africa, Namibia, and Mozambique lay the groundwork
for a region of good government and prosperity through Central Africa, linking to
South Africa. Technological and telecommunications revolutions begin as African
governments from Ethiopia to South Africa and Uganda to Senegal end state

monopolies.



TINA drives the countries of Sub-Saharan Africa into a fast-moving world with
a clear set of rules, embracing political, economic, and social reform, and
requiring institutions to guide them. The globalising forces of liberalisation and
technology cannot be avoided, so embracing TINA is not seen as a matter of
choice. The experiments in the pioneering countries help to make their models of
economic development acceptable across ideological boundaries. The short-term
outlook in The New Game is, however, dubious, and instant success is not
possible. Economic redesign creates new political problems, with new winners
and losers, and a rising demand for accountability and transparency. FDI is
mostly directed towards Southern Africa and oil-producing countries such as
Angola, Gabon, and Nigeria. In addition, it takes some years to rid the continent
of the contagion through which bad news from one country affects perceptions of

Africa in general.

In The New Game, South Africa continues to invest in the Southern African
region. This investment, however, raises fears among poorer countries and those
countries that have just emerged from civil and ethnic wars, that liberalisation
might lead to domination by South Africa and therefore is not in their interests.
While South Africa attempts to extend political reform to embrace economic and
social change, the management of the rising expectations of marginalised people
becomes increasingly difficult. South Africa struggles to establish reconciliation
and transformation among all the people, to develop national identity and pride,
and to redefine redistribution and participation in the economy. Economic
efficiency depends on predictability and private sector capital flows, and leaders

recognise that the pace of change needs to be mitigated by these hard realities.

In meeting these aims, the foundations laid in South Africa in the 1990s,
through the Truth and Reconciliation Commission, the Human Rights
Commission, and the Poverty Commission, prove to be decisive. In The New
Game, the South African government’s reform programmes aimed at economic
growth, employment, and redistribution, enjoy broad support, including that of
the trade unions. As it becomes friendlier to business, South Africa sets an

example for other southern African countries, laying down a solid basis of rules,



and cracking down on the crime syndicates - including the hijackers of Shell

tankers - that move goods across borders.

African Solutions and Economic Recipes

In the mid-1990s, several African economies, particularly Uganda, saw relatively
rapid growth for the first time in decades. A fairly simple underlying picture
emerges. The secret to success lies in three factors: absence of war, stable prices,
and open and deregulated markets.

Country Environment* Share of African Population Per Capita Output Growth
Inadequate social order 12% -4.0%
Inadequate macro-policies 46% -1.3%
Inadequate resources 12% -2.8%

allocation

Minimal adequate environment 23% 32%

Already middle income 8% -

In a sense, it does not take much for very poor countries to succeed. Technically, the
required economic policies are simple. “Do not steal from people, or arbitrarily tax
them” and “Let people make their own decisions” are the basic maxims, implying
sensible tax systems, open markets, and stable prices. Uganda has used the cash
rule for fiscal management — “Don't spend when you have no money.” Mauritius has
declared itself to be a free trade zone. The CFA zone in West Africa has renounced
monetary authority by pegging its currency to the French Franc (and soon the Euro),
setting up a currency board to ensure that this happens.

The hard part is to establish social order and to get predatory governments to restrain
themselves. There is no economic recipe for this, but the basics are clear.
Governments are required to maintain peace and basic rules, particularly the
protection of property and contracts. This implies that governments must renounce
discretionary intervention, relying on rules to tie their own hands. Weak governments
are in particular need of such restrictions. For example, when true central bank
independence remains implausible in the face of interference from the President,
countries may choose to give up monetary autonomy. They could do this, for example,
by relying on currency boards to ensure strict control of the money supply, or by
adopting another currency, as in Panama, where the US dollar is used.

Globally, the governments that have adopted stringent rules restricting government
authority are those with a rocky past and the strong desire to break out of it. Key cases
are Argentina, Estonia, Lithuania, Bulgaria, and Hong Kong with currency boards, and
Uganda and Bolivia with the cash-rule for fiscal management. Chile is the
breakthrough performer, shedding public ownership in most of the economy, and
opening the borders to trade following a severe crisis in the early 1970s.

* Source: P Collier and J W Gunning, Explaining African Performance, Centre for the Study of African
Economies, Oxford

As the realisation grows that there really is no alternative, countries which are
on the path to democratic transition develop public-private sector partnerships as

the channel of development. Private sector and governments in West, East, and



Southern Africa create Development Centres and a chain of think tanks to help
provide ideas, develop and use technology, and exchange experience. Africa looks
at itself, stops blaming its colonial past, and works to solve its own problems. The
three Development Centres are staffed by well-educated people from all over
Africa, and provide opportunities for connections among ideas, people, and
governments. The Centres deliver political and economic policies for the regions
and address such issues as the accountability of leaders, transparency in
government, checks and balances, adherence to the rule of law, peaceful means
to change leadership, and respect for human rights. Debates about the equitable

distribution of the increasing wealth are also on the agenda.

By 2005, as the Centres become fully-fledged, investors are beginning to show
increasing confidence, and economic growth accelerates in every five-year cycle.
Even those governments propped up by oil realise that in a $10/bbl world, oil is

not enough, and begin to change their old predatory behaviour.

As the better educated graduates from the Centres enter government, African
countries increasingly follow in the footsteps of Mauritius, Ghana, Uganda, South
Africa, Mozambique, and Gabon, by abandoning the old command economies
and embracing economic liberalisation. They deregulate their economies,
privatise state-owned assets, and seek integration with the world economy. In the
early years, however, prosperity is confined to the cities. The benefits of urban

booms do not truly spread to rural areas until later in the scenario period.

Most of the successful countries institute good learning and information
systems. The continent’s telecommunication services position themselves for a
major revolution. By 2008, the Abidjan-based Regional African Satellite
Communication Organisation (Rascomm) installs half a million solar-powered
telephone stations with international access across the continent, enabling
communication with even the most remote areas. Africa is linked to the rest of
the world through under-water fibre optic cables, removing at a stroke a key

element deterring foreign and domestic investment.

Another issue, which is gradually tackled through the sensible use of focused
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institutions, is AIDS. Uganda has set an example of how to manage AIDS through
education and nation-wide campaigns. In The New Game, Uganda’s example is
followed throughout Africa via the AIDS Institute, which, through the support of
governments and businesses, is given the resources to mount local and national
campaigns throughout the continent. The Southern African Development
Community (SADC) and the OAU also place AIDS high on their agendas, thereby

giving the AIDS Institute additional political support.

As more African countries adopt democratic processes, the OAU starts to move
from purely political concerns to governance, investment, and economic growth. By
2005, the OAU is beginning to look rather like the original European Community, its
agenda including common market goals and objectives. As some OAU countries
begin to succeed, other African countries join the OAU club and help to drive the

agenda of investment, trade and currency issues.

The SADC presses ahead with deeper integration. To counter the fears of poorer
countries that liberalisation is not in their best interests, SADC works in parallel with
the Pan African Development Centre to ensure that policies are implemented on
trade, investment and growth. SADC is also involved in peacekeeping efforts in the
Central Lakes area, Burundi, and Rwanda. The private sector is a key partner on all
committees in SADC - and eventually SADC is run by a business secretariat, which
is well-poised to help its member countries make progress through trade and other

co-operative agreements.

Although ethnic clashes persist, particularly in Rwanda and Burundi, Eritrea,
Ethiopia, and Sudan, the governments of South Africa, Uganda, Botswana, and
Mozambique develop peace-keeping and diplomatic efforts through regional
initiatives. By 2005, a Central African Peace Force (CAPEF) is set up to maintain

order. Strife-torn countries join the club to maintain peace.

With oil prices of around $10/bbl, oil-producing countries, such as Nigeria and
Angola, are forced to reform or sink more deeply into the mire. Nigeria itself is
eventually forced to accept the need for reform and liberalisation, as the state is, in

effect, bankrupt.



In People Power, people expect and demand improved education systems, better
quality housing, and jobs and employment for all. Unfortunately, most African

states are incapable of delivering these things.

Although by 2002, economic reform is taking place in countries such as
Botswana, Namibia, South Africa, Uganda, Mozambique, and Mauritius, Africa
still lags several decades behind other nations. The weak rule of law and non-
transparency in government slow economic growth. In addition, Africa is further

burdened by infectious diseases, with malaria an ever-increasing scourge.

In People Power, national governments find it difficult to adjust to the effects of
TINA, fail to apply consistent policies, cannot come to terms with the changing
nature of the state, and in some cases prove unwilling to yield the benefits of
authoritarian power. But the advantages of authority become increasingly hard to
capture. People begin to find their own solutions and are less prepared to accept
bad governance. Governments become weaker as a result, and countries such as
Nigeria, Democratic Republic of
The Range of Ethnicity

Congo, Rwanda, Burundi, Eritrea,
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X Z
- . @ i
respond to the inevitable series of % Bl
%
4
shocks, including AIDS and new 2
)
>
%

infectious viruses. Ethnic unrest on

A few
i tribal groups
the fringes of Uganda and Kenya il ootk
the power of Rival
escalates and profoundly influences Muliple ‘the centre tial groups
T 5 sharin:
none dominant same spgce

the perception of Africa by the rest
of the world. People lose faith in the
existing rules of the land and in the traditional political structures, which have

resulted in weak, rapacious, and predatory governments.

In such times, governments become increasingly irrelevant, and educated and
literate people are encouraged to challenge the regimes. More and more, even die-

hard dictators are obliged to bow to public demand and promote genuine
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democracy. Many of them find themselves in the position of Hastings Banda in
1994. Banda, the ruler of Malawi, had declared himself a life President and
refused to have any further elections — but in spite of his declaration, ill health
and unpopularity forced him out. In a manner reminiscent of events in Indonesia

in 1998, popular demand forces a change of leadership in many key countries.

In countries such as Nigeria, dependent on major natural resources, the main
private sector industry is disconnected from the rest of the economy, and
government is expected to deliver the goods from rents levied on natural
resources. Economies such as Somalia, Rwanda, and Burundi are steered by
leaders whose horizons are narrowed by tribalism. In the countries experimenting
with democratic transitions, the politics of patronage impede economic growth,

democracy, and accountability.

There is a search for an ‘African Solution’ - but not via institutions such as the
World Bank and the IMF, whose conditions seem inadequate to deal with
complexity and diversity. Increasingly, the people themselves drive their own

regimes to change and challenge traditional political structures.

After 2004, the ANC splits from the unions and the Communist Party. In the
short term, the unfulfilled expectations of the have-nots give South Africa a rough
ride, as the unemployment rate increases to 50%, and the government finds itself
unable to deal with crime and other social issues. Interest rates continue to rise,
the rand is further devalued, and the deficit, before borrowing, rises to 8%. The
government institutes economic controls and tries to develop a siege economy,
but nothing works. In response to government weakness, corporations, NGOs,
and other stakeholders coalesce to form new alliances in an attempt to tackle
social issues. These developments in South Africa clearly impact on the whole
Southern African region, since South Africa alone accounts for 74% of the

SADC output.

In the short term, Nigeria continues to drift on the fringes of the international

community, with an impoverished hinterland increasingly detached from the still-



functioning oil economy - as happened in Angola, which continued to export oil
during its 20-year civil war. A period of severe oil price volatility sparks off civil
unrest, which brings a rather ineffective tightening of military control.
International sanctions restricting oil sales are applied, and the loss of income is
followed by further riots and looting. But in the long term, Nigeria begins to show
some signs of success, as people seek economic activity outside the boundaries

and scope of the regime. The robust entrepreneurial tradition manifests itself in a
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thriving underground and semi-legal economy. Towards the end of the scenario
period, a growing number of non-governmental institutions emerge, with the
support of business, to replace inefficient government bodies. As the Southern
Coastal traders thrive across national boundaries, the perception of regional
integration by the smaller West African states changes. Despite the predatory
government in Nigeria, the economy takes off in a non-traditional and non-
conformist way with anarcho-capitalism and entrepreneurial capitalism
flourishing. Little of this activity is recorded in Africa’s official statistics. New
networks develop as people trade with neighbouring countries, and many
Nigerians thrive. The perceived opportunities in the West African region outweigh

fears of domination by Nigeria.

13
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Private armies emerge in many countries as striking signals to governments of
the people’s discontent. They are used in Chad, Angola, and Sierra Leone, for
example, where some form organisations like Executive Options. Organisations
and companies in People Power look to these radical arrangements to provide

security of property.

As entrepreneurship booms, local and provincial governments gradually learn to
become more organised as they attempt to participate in the fruits of economic

success.

Entrepreneurship as a Development Tool

In South Africa, during the apartheid era, the regime did not provide any bus or train
services to the townships. The private taxi industry, supported by private sector
businesses, tackled this issue and, to a large extent, solved it. Partnerships formed,
in addition, between businesses and corporations to address unemployment and
other infrastructure problems. Enterprising market traders, for example, have used
branded Shell oil drums with African-style stands to display their goods.

In People Power, where governments fail to deliver anti-malaria health care
programmes, businesses and NGOs develop partnerships to manufacture durable
malaria nets for use in urban and rural areas. This entrepreneurial activity, as well
as improving the general level of health, gives a boost to local trade. AIDS gets
addressed through individuals taking more accountability for their own actions.
Condoms become a major growth industry.

The new leaders of the Democratic Republic of Congo, Rwanda, and Burundi
have failed to meet expectations, and civil uprising rooted in tribalism erupts.
Central Africa is in turmoil, with outbreaks of genocide, and mass migration down
to Southern Africa. The Horn of Africa continues to be crippled by drought and
malaria. The ‘white spaces’ of no government spread through most of the African
countries. Some state boundaries become irrelevant in the face of mass

migration.

Museveni maintains political stability in Uganda, but only until 2005. As
political instability continues in other parts of Central and East Africa, aid is
discontinued. Kenya, which is dependent on aid, struggles to extract itself from

the economic quagmire as tea and coffee prices decline, and horticulture and



tourism are disrupted by uncertain communications and by anti-Kenyan
campaigns in some OECD countries. The weakness of the Kenyan economy

undermines other East African countries.

In some countries, there are small oases of growth and entrepreneurship. In
parts of Angola, for example, after a 20-year civil war, the peace process
gradually succeeds, and the economy becomes open to foreign investment in
natural resources and infrastructure. Similarly, in Cameroon, the educated,
articulate opposition and fiercely independent press are powerful forces for

change, and succeed in making a difference in the region.

In strife-torn countries, strong civic partnerships emerge through alliances with
religious coalitions, NGOs, local businesses, and the media, to express criticism
and political dissent. These coalitions create the awareness that the state needs
to be reconstituted for national revival. In towns and in villages, leaders emerge

as people resort to local solutions.

Civic Partnerships

During the apartheid era, South African extra-parliamentary politics grew,
representing the unheard and disenfranchised people in the country. Partnerships
developed between educational institutions, NGOs, churches, civic organisations,
and businesses, to develop alternative channels for education. Examples of these
are the Joint Education Trust, National Business Initiative, Urban Foundation, and
the Consultative Business Movement. Through these partnerships, the
disenfranchised learned to cope in difficult circumstances.

Gradually, awareness grows of the benefits of sound economic policies,
democracy, openness, and transparency. The successes of the front-runners,
including Mozambique, Ghana, and Cote d’lvoire, spark off more general debate
about political reforms. People at the end of the scenario period begin to cope, as

authentic civic institutions begin to emerge.

Pessimists see little improvement by 2020 in People Power. There are, indeed,
some successes, such as Angola, Cameroon, and Southern Nigeria. But there are

still areas of near anarchy, and governments remain weak even where they are
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honest. still, there are signs of progress. Health indices are improving. Given the
prevalence of underground and unrecorded activity, GDP is hard to measure, but
there is evidence that living standards are improving: numbers of cars, computers,
and other appliances are growing very fast. In general, even with the uneven
development of countries in People Power, there is a new spirit of self-reliance, as
Africans seize opportunities and create new networks to help themselves

move forward.
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Central Asia
and
the Caucasus

The Current Miasma

The Caspian region 'today is clouded in uncertainty. There is the opportunity
for prosperity - including major oil prospects in Azerbaijan and Kazakhstan and
gas prospects in Turkmenistan and Uzbekhistan. But there is also suspicion and

the fear of exploitation.

Kazakhstan appears best placed to exploit the opportunity. The current regime

rules with authoritarian panache, but hasn’t yet found a way to balance the
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interests of different clans. Kazakhstan’s chosen solution is economic growth;
and, through economic diversification, it has also laid the basis for sustained
reform. Yet while the Kazakh President may mouth the words of globalisation,
whether he appreciates what globalisation will do to long-standing Kazakh ways
and traditions is uncertain. And as Kazakhstan has moved forward, expectations
have risen sharply, exceeding the forward movement. The widening gap between
rich and poor has left many people with a sense of relative decline and a loss of
confidence in reform, which is bogged down by a legacy of unfunded welfare and
pension liabilities. Should the reforms fail to deliver soon, political instability may

follow.

The situation is equally fraught in Uzbekistan and Turkmenistan. In spite of a
heavy-handed pretence at reform, the economies of these two countries remain
closed, while their societies careen towards irreparable fractures. Without firm
leadership, Uzbekistan appears rudderless, drifting without a sense of economic
direction. Turkmenistan, with its enormous gas potential, has cautiously begun a
reform programme, but progress is slow, and the external environment is

uncertain, especially in relation to Russia, Iran, and Afghanistan.

In Azerbaijan, Armenia, and Georgia, localised conflicts destabilise the region as
a whole and threaten to ignite wider conflicts involving outside powers.
Meanwhile, irregular government forays nip at the heels of unorthodox,

freewheeling private businesses.

An integrated approach to energy transport, through pipeline grids, has the
potential to tie the region together. But while individual leaders are aware of this

potential prize, they may not be able to carry their people with them.

The New Game - Silk Road into the Desert

In The New Game, Central Asian governments reform, but are undermined by an
international regime of unremittingly low oil prices and declining foreign
investment interest. Uzbekistan emerges as the regional exemplar, in part

because Uzbeks seem to be most committed to keeping the long-term strategic



focus necessary for growth, while at the same time maintaining the balance of
domestic interests necessary for the management of expectations. The Uzbek
example is copied elsewhere in the region, first in Kazakhstan, and then
Turkmenistan, but the low oil price delays vital foreign investment projects,

leading to retrenchment and austerity.

This unsatisfactory situation persists in spite of the Caspian Sea security
agreement of 2000, which provides the security needed by the regional states for
joint exploitation of resources. Russia, crucial to the formation of this agreement,
fully supports it. With Gazprom and Lukoil in various Caspian consortia, an
economically driven policy towards the region is encouraged. Prospects look
good, as the oil price climbs higher early in the century, and foreign companies
rush for concessions. A kick-start for regional economies is provided by this
heightened foreign interest, and Kazakhstan finds that large licence-signature

bonuses help ease its immediate funding concerns.

Uzbeks, however, treat the new largesse with a certain reserve. Ordinary
Uzbeks expect a better life, and government officials fear that meeting those
expectations may be difficult. In 2001, with IMF backing, Uzbekistan begins a
process of reform and gradual market liberalisation, stressing education and
attempting to bring rural populations into a more broad-based development
programme. Although the political system remains authoritarian, it at least sets
a predictable framework for steady growth. In a cautious and understated
manner, Uzbekistan becomes the model for economic reform in the rest of Central
Asia. Turkmenistan follows, exporting in order to survive, and regional co-

operation brings the other players on board.

Joint agreement on the Caspian is matched in the same year by an economic
alliance between Kazakhstan, Uzbekistan, and Kyrgyzstan. The alliance is
initially intended to co-ordinate gas pipeline routes, but is soon broadened to
include cross-border infrastructure (transport, power, and water) and the

encouragement of regional trade.
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The Caspian Sea Security Agreement holds, and the resulting peace in the
region gives Central Asian governments their first breathing space for growth and
reform. As the region takes its first cautious steps towards economic

liberalisation, economies begin to stir, and growth rates rise to 7% by 2002.

Meanwhile, in the South Caucasus, the Organisation for Security Co-operation
in Europe brokers an agreement on Karabakh, raising the profile of the US in the
region as a result, and ushering in a broader stability on that side of the Caspian
as well. Political disputes in the North Caucasus lead Russia to insist on regional
stability, in part because Russian interests are increasingly gas- and oil-driven.
This interest parallels US desires to support stability in the region - a conjunction
of interests that increases investment in pipeline routes from the western side of
the Caspian Sea. Baku emerges as the centre of the Caspian oil industry. There
is a raffish tinge, though, to economic development in the South Caucasus, with
various regional mafia providing a murky underbelly to the officially sanctioned

economic players in the formal economy.

Central Asia has a long-standing concern that, despite the structure of regional
co-operation, Russia will seek to force independent states back under its control.
This concern increases the need to develop quickly. But in 2002, as oil prices
begin to fall, foreign companies begin to scale back their investment plans.
Evacuation routes to the north, south, and east are indefinitely postponed. The
us drags its heels on Iran, delaying pipeline projects southwards. As the Asian
crisis continues, dampening Asian energy demand, and with the possibility of
even lower oil prices, the Chinese route also faces funding problems. In spite of
these difficulties, the Caspian Pipeline Consortium (CPC) route opens in 2002, and
the pipeline route from Central Asia across the Caspian through now peaceful
Azerbaijan to Ceyhan becomes fully operational in 2004. Evacuation through the
Russian pipeline system remains the obvious first choice, while a pro-active US

policy backs the opening of the evacuation route through Turkey.

The delays to investment plans put a dampener on regional growth prospects

after 2002. Initially, though, these delays are a blessing in disguise - they apply



deflationary brakes and provide a strong incentive to maximise efficiency and
returns from the projects that are in place. By 2005, with the prospect of an
unrelenting low oil price, growth begins to falter, and storm clouds of dissent mass
on the horizon. Resource development has yet to benefit most people, and latent
regional conflicts, particularly between Uzbekistan and Kyrgyzstan, are in danger

of flaring up again.

Those political regimes with strong executives respond by clamping down on
dissent, and encouraging a regional nostalgia for the good old Soviet-style days
of order and predictability. This clampdown is encouraged by those who have
benefited from growth and seek to defend their privileges. Outside powers, also,
have much at stake, and back the regimes in power. These regimes are able to
stifle dissent very effectively and to re-establish order. Despite the lack of political
freedom, economic reforms enable a modest but sustainable 4% to 5% per year

GDP growth, beginning in 2010.

But the autocratic regimes that lead this austere style of development lack the
political will to put in place the fundamental changes Central Asia needs if it is to
pull itself up under a low oil-price regime. Even so, by 2015, the economy has
been steered into a position that might allow a relaxation of controls to follow

next.

Meanwhile, on the western side of the Caspian, the South Caucasus has been
enjoying appreciably better growth, in large part because the main thrust of
Caspian oil evacuation has continued westwards after 2005. Around that time,
too, Azerbaijan begins to respond to the forces of TINA, recognising that this is
the only way to connect with world markets and thus to continue growth. The
new president cleans up most of the various regional mafia, in some cases
integrating them into the economy by making their businesses more respectable
and orderly. These newly cleansed ‘businessmen’ buy their way into the political
process and protect themselves through formal legislative sanctions. As the
process of internal reform takes shape, they form consortia with more respectable

foreign partners (though at a price for the oil majors), and most business activity
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becomes regularised and more reputable. By 2020, prospects in the South
Caucasus are reasonably promising - certainly more so than the prospects offered
by the slow growth and austere politics prevailing on the Kazakh side of the

Caspian.

This story begins as Central Asians and South Caucasians “plunge into the sea
of commerce.” But the rent-seeking arrivistes who have bubbled to the top fail to
become a genuine propelling force of regional development, and recession

eventually pricks the regional balloon.

The Caspian Region is set alight in 1999 by a series of big energy discoveries,
off- and onshore, in Kazakhstan. Major players jostle to get in on the game.
Meanwhile, in Uzbekistan, Karimov, not wishing to be left out, also encourages

foreign energy participation.

By 2003, Asian economies are recovering, and oil prices are relatively strong.
Outside pressures build to open up evacuation routes all round: southwards
through Iran; eastwards through China to the Pacific coast; and westwards
through to Ceyhan. Turkmenistan also begins work on a line running off the Iran

route to supply the Pakistan and Indian markets.

As money floods in, economic growth races along, with politicians dispensing
favours and Byzantine administrations issuing innumerable authorisations to
individuals in private sector businesses. In Uzbekistan, organised crime funds
government social projects in return for protection. ‘Dutch disease’ (overvalued
currencies, overdependence on energy resource exploitation for revenues,

excessive expectations) spreads virulently throughout Central Asia.

The regimes in the South Caucasus also pick up. Robber barons emerge as local
heroes, embodying the native entrepreneurial tradition. They swim in an
anarcho-capitalist sea that knows no bounds and set up business consortia with
covert mafia involvement. Returns are stashed away in havens abroad. The oil

majors drag their heels, reluctant to join these webs. But because the oil has to



get out, co-operation is bought using western traders and Russian finance groups

as well as smaller oil companies less squeamish about their alliances.

Capitalist rent-seekers fuel a speculative property-driven boom, marked by
conspicuous consumption and rampant corruption. As the oil revenues flow in,
government officials feel no pressure to embark on fiscal reform. A dark shadow
begins to form as the gulf widens between the winners - those with the inside
track to office holders in the ruling regimes - and everyone else. Increasingly
widespread poverty in rural areas fuels animosity towards the urban glitz. As the
floating population of migrants in the towns grows larger, violent protests

increase.

A sharp fall in the oil price in 2004 proves catastrophic, deflating the bubble and
threatening to topple ruling regimes throughout Central Asia. Pipeline investors
are left uncomfortably exposed just at the point that the market collapses.
Regional growth plummets from a high of 8-10% per year in 2003-2004, to
nothing in 2005. The region moves from boom to massive bust, and begins to drift
into chaos and fragmentation. In reaction to the sharp recession, extreme
nationalism rears its head, fracturing the region, as military forces encourage
local conflicts. Central Asian states have long-running disputes with each other
that do not take much to ignite. Nationalist sympathies, squabbles over energy
resources, movements of nomadic people across national borders, Russian and
great powers ‘meddling’ - all these prey like vultures on the increasingly slim
pickings from resource development. Losing patience with what they perceive to
be foreign meddling, the Uzbeks grow aggressively nationalist, replacing their
authoritarian president with a stronger dictator, who closes the borders. The
newly formed military powers of these countries seek to focus attention on
‘external threats’ and clamp down further; elsewhere, corruption accelerates, and

parts of the region, in effect, become lawless.

As foreign companies retrench, rickety regional governments panic and strike
ruthlessly against domestic dissent, all the while continuing to squeeze the last

drop from foreign investors. Localised conflicts and growing unrest in the regions
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begin to disrupt export pipelines, especially those under construction. If they wish
to carry on, companies must strike deals with local gangs whose tentacles are
beginning to curl around critical parts of the region. The costs and uncertainties

of evacuation soar.

The South Caucasus turns into a situation of every-man-for-himself. Office
holders with increasingly limited shelf lives, seek to tighten the screws even more
drastically in order to rake in more for themselves during the short time they are
in office. The mental horizons of private businessmen extend no further than their
own shop-fronts. Relations with Russia grow increasingly sour, particularly in
Dagestan, a semi-autonomous Russian province which sits astride the pipeline
route out of Azerbaijan. As strains intensify in Azerbaijan, Russian policy
becomes increasingly interventionist, suppressing Dagestan and moving troops

into Armenia - a move that sends a warning signal to Kazakhstan.

Meanwhile, on the eastern side of the Caspian, Uzbekistan, reviving the Greater
Turkestan vision, takes over Tajikistan in 2006. Immediately following the take-
over, however, Uzbekistan becomes embroiled in a long-running feud with
Turkmenistan, a feud that weakens both countries, to the advantage of
Kazakhstan. Here, too, relations with Russia worsen. Safety concerns lead to
stoppages on the Russian section of the CPC pipeline; and in 2007, the Russians
simply decide to close the pipeline. By 2008, the region has stagnated into a
‘white space’ of no concern to the outside world. In 2010, the President of
Kazakhstan dies unexpectedly, unleashing a bitter internecine struggle for power.
The northern provinces of Kazakhstan, with their larger share of hydrocarbon
resources, seize the moment and declare independence. Russia simply absorbs

the secessionist provinces. Kazakhstan drifts into isolated chaos.

In 2012, a new strong man seizes power in Kazakhstan, openly acknowledging
the country’s straitened circumstances, while using the late President and his
coterie as a convenient peg on which to hang all the regime’s ills. Externally, he
turns to China to counterbalance an increasingly powerful Russia. Internally,

Kazakhstan enters a period of ruthless suppression.



By 2020, Kazakhstan appears to be muddling along, though it is severely
weakened. Uzbekistan has become a more hard-line fundamentalist state, but
remains a key player in the region, though marginalised in the wider world;
additionally, given the problems in Kazakhstan, the nomadic southern Kazakhs
are attracted to Uzbekistan. Turkmenistan survives by selling gas to Turkey,
maintaining modest growth, and offering a glimmer of hope to the long-suffering
peoples of the region - the hope that if only they can co-ordinate their actions for
their mutual long-term self-interest, there is an alternative to stagnant GDP

growth rates and perhaps something other than a grim, uncertain future.

Scenario Overview
The Current Miasma
e Suspicion of TINA — fear of exploitation.

e Kazakhstan best placed to exploit TINA. But the consensus in favour of reform is
increasingly fragile, and rising expectations threaten to exceed progress achieved.

e Uzbekistan and Turkmenistan remain closed economies and increasingly divided
societies. Turkmenistan needs to realise its oil and gas potential.

e The South Caucasus (Azerbaijan, Armenia, Georgia) drifts along with localised conflicts
and Russian interference. But an unorthodox, freewheeling, private business sector is
thriving. The potential exists for an integrated approach to energy transport.

The New Game
e Early off-shore oil success kick-starts regional growth, in which Russia has a stake.

e Uzbekistan emerges as the regional exemplar because of its long-term vision; its
authoritarian government sets the framework for gradual reform, and the Uzbek example
is copied by others. Regional economies begin to stir.

e FEconomic alliance between Kazakhstan, Uzbekistan, and Kyrgyzstan, initially to co-
ordinate gas evacuation, is broadened to cover regional infrastructure and trade.

e In the South Caucasus, agreement on Karabakh brings together US and Russian
interests in support of regional security, and a westward pull to evacuation of Caspian
energy resources emerges.

e But falling oil prices from 2002 leads to a cut-back in foreign investment plans.
Evacuation routes to the north, south, and east are indefinitely postponed.

e |Initially, investment cut-backs help to cool overheating economies, to provide an
incentive to maximise returns, and to improve efficiency.

e But an unrelenting low oil price eventually undermines regional growth. Domestic
dissent begins to rumble, and latent regional conflicts (especially between Uzbekistan
and Kyrgyzstan) flare up.
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Autocratic political regimes, with external backing, re-establish order. Modest but
sustained economic growth resumes from 2010.

Meanwhile, the westward thrust to Caspian oil evacuation continues, keeping better
growth prospects for the South Caucasus. Internal reform cleans up the regional
business mafia, and market activity becomes regularised and more reputable.

Big energy discoveries off- and onshore Kazakhstan in 1999 bring a dash for growth.
Outside energy pressures build to open up evacuation routes all round. Money floods
in, encouraging corruption, profligacy, organised crime, and ‘Dutch disease’.

Anarcho-capitalism in the South Caucasus — robber barons join with western traders and
Russian finance groups.

Fiscal reform delayed; widening gulf between winners (with an inside track to office
holders in government) and losers, and also between urban areas (with a large migrant
population) and rural areas.

A fall in the oil price in 2004 deflates the bubble, leaving investors stranded. Regional
growth falls to zero in 2005. Growing unrest. Boom turns to bust.

Central Asia drifts into chaos and fragmentation with localised conflicts, regional unrest,
disruption of export pipelines, and a squeeze on foreign investors.

Barricades mentality in the South Caucasus: Russia becomes increasingly
interventionist.

Regional feuds in Central Asia (particularly between Uzbekistan, Tajikistan, and
Turkmenistan), and the break-up of Kazakhstan (the northern provinces, with their
hydrocarbon resources, linking with Russia), lead the eastern side of the Caspian to
stagnate into a ‘white space’ of no concern to the outside world.

As Kazakhstan continues its inexorable decline, Uzbekistan crashes into a
fundamentalist vortex, while Turkmenistan manages to hang together through gas sales
to Turkey.




China

The Lessons of History

China’s search for modernity over the past century has been marked by
dramatic changes and sharp alternations of policy and governing practice. These
changes are partly the result of China learning to respond to the shocks that have
hit it again and again. Each shock has caused immense pain, propelling the
country in a completely new direction, without any cue from what has gone
before. The collapse of the Qing autocracy resulted in anarchy, followed by a form
of weak republicanism; the Kuomintang revival of the 1930s was succeeded by the
communist regime of 1949; the Great Leap Forward plunged China into mass
famine, eventually corrected by central planning and bureaucratic rule; the mass
movement of the Cultural Revolution was succeeded by structural reforms and the
introduction of capitalist practices; and the challenge of Tiananmen was met with

a burst of economic liberalisation.
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China: GDP 1949-1995
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The Gamble of Reform

This last shift moved China into a
completely unprecedented era of
economic growth - which, while
always over-estimated in official
Chinese statistics, is likely to
continue in response to the forces
of TINA. But given China’s
unpredictable lurches in the past,
no predestined path can be mapped

out with certainty
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